The Great Atlantic &amp; Pacific Tea Company, Incorporated Annual Report --1976 

America's Corporate Foundation; 1976; ProQuest Historical Annual Reports 
Pg- 0- 1 


The Great Atlantic & Pacific Tea Company, Inc. Annual Report 1976 









Covers 

Montage of current A&P 
activities includes a busy 
checkout scene in one of 
our New Jersey stores, 
informational consumer 
leaflets, unit price tags, 
advertising aimed at 
minority shoppers, 
building plans for a 
suburban supermarket, 
and colorful new labels on 
A&P manufactured 
products. 


Average Weekly Sales per Store (4th quarter] 



Number of Stores Over $100,000 per Week per Store (4th quarter] 



Average Sales per Transaction (4th quarter] 



1974 1975 1976 


General Merchandise Sales (thousands of dollars) 



1974 1975 1976 


Annual Report for the 

Fiscal Year Ended February 28,1977 
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(Dollars in thousands except per share figures) 

For the fiscal year 


1976 

1975 

Sales* 


$7,235,854 $6,537,897 

Net income 


23,781 

4,314 

per share 


.96 

.17 

per cent of sales 


.33 

.07 

Additions to property 


94,633 '< 

35,880 

Number of stores 


1,978 

2,074 

* 1976 contains 52 weeks: 1975 contains 53 weeks. 

'Excluding sales of stores scheduled to close. 
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Message to Stockholders 


To Our Stockholders: 

A&P achieved record sales and re¬ 
corded its fifth consecutive quarter of 
operating profits in the fiscal year 
ended February 26,1977. 

The twelve-month period saw cru¬ 
cial adjustment of our field operations 
in the wake of the previous year’s facil¬ 
ities closing programs which had left us 
with 40 per cent fewer retail outlets. 

We responded to this challenge by 
selectively opening new stores, acquir¬ 
ing others, pulling out of some markets, 
and strengthening our operating posi¬ 
tion in others. Operating with fewer 
but larger stores, at year-end we had 
increased oar per-store weekly sales 
average to $69,871, as compared with 
$37,308 at the start of our redevelop¬ 
ment program in early 1975 and $62,599 
a year ago. 

Total sales for the fiscal year 
reached $7,235,854,000, compared with 
$6,537,897,000 in the 53-week period 
the year before, an increase of 10.7 per 
cent Average weekly sales for stores 
opened during the year was $109,600. 
TTie average sales per customer for all 
stores increased from $8.61 to $8.93. 

While this upward sales trend was 
encouraging, inflated cost factors as¬ 
sociated with the retail food business 
helped increase expenses and hold 
down earnings. Net income for the year 
was $23,781,000, or 96 cents per share, 
compared with $4,314,000 or 17 cents 
per share in fiscal 1975. The 1975 re¬ 
sults included the effect of a $35 mil¬ 
lion reversal of the facilities closing 
reserve. 

We continue to move forward with 
our five-year redevelopment program 
as a means of establishing a firm foun¬ 
dation for growth and achieving sus¬ 
tained profitability. During the year, 
we closed 196 loss or marginally prof¬ 
itable stores and opened 100 new or 
acquired supermarkets. We thus 
eliminated 3,255,000 square feet of un¬ 
profitable space while adding 2,443,000 
square feet of productive area. 

We'also enlarged 22 stores, did 
major remodeling on 33 units, and 
minor remodeling on 71 others. Capital 
expenditures for retail units and sup¬ 
port facilities came to $94.6 million. 

We are now operating 1,978 super¬ 
markets in 30 states, the District of 
Columbia and Canada with total square 
footage of 38,478,000. The size of our 
average supermarket has increased 
from 16,079 square feet at the start of 
our redevelopment program to 19,453 


square feet today. 

Our property development plan: 
for the current fiscal year include 6C 
new supermarkets, 32 store enlarge¬ 
ments, and 50 major remodels plus 
other support facilities at an estimated 
capital expenditure of $112 million. 

Our wholly-owned subsidiary, 
Family Center, Incorporated, opened 
its first 55,000 square-foot combina¬ 
tion food and drug supermarket during 
February in Greenville, South Carolina. 
Operating independently out of it 
headquarters in Atlanta, Georgia, Fam¬ 
ily Center plans to open seven similar 
units this year. 

We are committed to a program c' 
replacing poorer facilities, and creating 
new growth. Our capital assets pro¬ 
gram will remain high for the foresee-_ 
able future. 

We are also engaged in a concerted 
program to conserve energy in our 
stores, plants and warehouses. 

Compass Foods, Incorporated, our 
subsidiary handlin g sales of A&P prod¬ 
ucts to other food merchandisers in the 
United States and abroad, is expanding^ 
its sales activities. H 

In a move to profitably consolidate 
the operations of the farflung manu¬ 
facturing plants which supply Com¬ 
pass Foods and A&P stores with qual¬ 
ity private label products, we have re¬ 
organized our Dairy, Coffee and Ann 
Page plants into a single Manufactur¬ 
ing Group. 

Under this compact new arrange¬ 
ment, the Coffee and Dairy divisions 
function out of our former Coffee Di¬ 
vision headquarters in handover, 
Maryland and the Grocery Division, 
comprising all the former Ann Page 
Division plants, is headquartered at the 
former Ann Page Division plants head¬ 
quarters in Horseheads, New York. 
Industrial and general engineering 
functions are now centered in our 
Montvale, New Jersey headquarters. 

At the retail level, acquisition of 
62 profitable supermarkets from Na¬ 
tional Tea Company in November sub¬ 
stantially improved the merchandising 
performance of our Chicago and Mil¬ 
waukee operating divisions. Sale of 2£ 
A&P supermarkets in the St Louis area 
led us to consolidate the 13 remaining 
stores in that division into our Chicago 
operation and one into the Louisville 
Division. 

Because store closings in certain 
other areas left us with management 
structures beyond our present needs, 
we found it expedient to consolidate 
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Noonday shoppers at our 
sew store in Lindenwold, 
New Jersey, one of many 
large supermarkets A&P 
is building with improved 
customer service, comfort 
mn/i convenience in nitnri. 


Oar Goal: 

Please the Customer 

A&P is now approaching the 
mid-point of a five-year rede¬ 
velopment program designed 
to restore the company to a 
posture of sustained profit¬ 
ability. This undertaking is 
i mm ense and costly, yet its 
success is dependent on ful¬ 
filling a very basic operating 
precept on which the com¬ 
pany began building 118 years 
ago: Please the customer. 

Pleasing the A&P customer 
of a century and more ago 
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meant conducting a reliable 
mail order business in inex¬ 
pensively-priced tea, coffee 
and spices, and in making 
these products available in the 
hinterland via Wells Fargo 
wagons. 

A&P customers of a half 
century ago in some 15,000 
spic and span “neighbor¬ 
hood” stores across the nation 
saw the emphasis placed on 
courteous, intelligent service, 
high quality merchandise and 
fair prices. 

Today, A&P continues to 


measure its customer perfor¬ 
mance against these time- 
honored standards of service 
in our 1,978 large “one-stop” 
supermarkets. And, as they 
have for many years, our cus¬ 
tomers also may select from a 
broad line of privately-manu¬ 
factured baked goods, canned 
fruits and vegetables, frozen 
foods, jams, jellies, coffee, and 
many other products over 
which the company main¬ 
tains strict quality control and 
which it sells at prices below 
comparable national brands. 


The task of making certain 
that customers walk out of 
A&P stores not only pleased, 
but desirous of returning is 
shared by more than 90,000 
employees in the company’s 
stores and farflung offices, 
laboratories, warehouses and 
manufacturing plants. Eachof 
them is helping A&P make its 
stores more sensitive to chang¬ 
ing attitudes and trends in 
consumerism. 
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Getting the Best Merchandise 
into our Stores 

Among the first links in our 
vast store-support chain are 
the skilled A&P buyers in our 
national meat and produce 
divisions who maintain daily 
communication with major 
packers, suppliers and grow¬ 
ers to assure customers of the 
best quality meats, fruits and 
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A typical new A&P super¬ 
market in Fairview, New 
Jersey, offers customers 
wide, well-lighted aisles, 
as expanded line of food 
general merchandise 
products, and electronic 
registers to provide 
speedy, accurate and more 
informative checkout 
service. 


Lest any consumer be in 
doubt as to the seriousness 
of the A&P commitment to 
economy, quality and service 
in food shopping, the follow¬ 
ing tenets of our consumer 
philosophy are prominently 
displayed in all A&P stores. 

The Right to 100% 
Satisfaction 

Product replacement or 
purchase price refund. 

The Right to Safe and 
Healthhil Products 

Our own quality control 
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systems in addition to Fed¬ 
eral and State inspection. 
The Right to Quality 
At the lowest possible 
price, which means great¬ 
est value in every purchase. 
The Right to Freshness 
All A&P perishable and 
semi-perishable products 
are open-dated and show 
the date such products may 
no longer be offered for sale 
at full price. 

The Right to be Informed 

Through such programs as 


A&P’s Operation Aware 
Centers forconsumernews, 
recipes and other consum¬ 
er information. 

The Right to Sale-Item 
Availability 

Should product unavail¬ 
ability exist, a comparable 
item or rain check will be 
offered. 

The Right to Courtesy 
For each and every cus¬ 
tomer from each and every 
A&P employee. 


The Right to Choose 

From a wide variety of fa¬ 
mous brands including 
A&P family brands. 

The Right of Direct 

Cnmmiiniratin n 

To our managers in the red 
blazers; to our headquar¬ 
ters through our Operation 
Aware Centers. 

The Right to Convenient 
and Clean Stores 
To provide a pleasant shop¬ 
ping environment for you. 
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Consumer reaction to the 
use of electronic scanners at 
A&P checkout counters is 
being sought at two A&P stores 
in New Jersey. The electronic 
scanners read Universal Prod¬ 



uct Code markings on indi¬ 
vidual items and feed the 
information into computers, 
thus providing fast, accurate 
checking of merchandise and 


more informative sales re¬ 
ceipts. Scanners also help 
store managers keep up-to- 
the-minute information on 
shelf stock and aid them in 
selecting and ordering mer¬ 
chandise. 

A major advantage to cus¬ 
tomers in our use of scanners 
is accuracy. Scanners also re¬ 
lieve clerks of the job of figur¬ 
ing multiple-priced items, 
sales tax, deductions for 
coupons, and food stamps. 
Because the computer handles 
each of these tasks, the check¬ 
out clerk is in a position to give 
moreattentiontothecustomer. 

New Stores Improve Service, 
Conserve Energy 
Greatercustomerconvenience 


and operating efficiency are 
hallmarks of the new, larger 
A&P supermarkets being built 
throughout our chain. The 
stores feature delicatessens, 
floral and greeting card depart¬ 
ments, and other selective 
product groupings. Checkout 
areas are open, uncluttered, 
and equipped with electronic 
cash registers. 

Energy conservation in our 
stores is the result of a con¬ 
certed company-wide cam¬ 
paign to do our part in helping 
ournationfaceuptotheenergy 
crisis. Heading this long-range 
project, which we expect will 
substantially reduce our fuel 
and electric consumption, is 
James F. Keman, our national 
manager of engineering equip¬ 
ment and utilities and chair¬ 
man of the Energy Conserva¬ 
tion Committee of the Food 
Marketing Institute. 

We are already reducing 
our use of energy in heating 
342 of our stores by systemat¬ 
ically recirculating warm air 
emitted from air-conditioning 
and refrigeration units. Energy 
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savings have been effected at 
the receiving docks of our new 
stores through installation of 
door seals against which 
trucks are backed for loading. 
Use of multideck glass-door 
frozen food cases have helped 
reduce our use of electricity. 

In the realization that the 
energy shortage is something 
all of us have to learn to live 


the urgency of serving con¬ 
sumers with sensitivity and 
dispatch. 

Since the start of our rede¬ 
velopment program, some 
50,000 employees, including 
27,000 checkout clerks, have 
benefited from training pro¬ 
grams aimed at helping them 
do a better job. Emphasis is 
placed on the importance of 
friendly, helpful service, a 
neat appearance, and a plea¬ 
sant, positive attitude toward 
customers. Training courses 
also keep employees up to date 
on technological develop¬ 
ments in our stores. 

Professional development 
at the management level is 
implemented through a joint 


with, we have an energy task 
force surveying all A&P stores, 
plants and warehouses to de¬ 
termine optimal energy re¬ 
quirements and to search out 
all areas for conservation of 
fuel and electricity. 

Our People Make the 
Difference 

On the theory that service in a 
supermarket is only as good as 
the dedication of the people 
who work there, A&P leaves 
little to chance in staffing its 
stores with well-trained per¬ 



sonnel. 

Utilizing the most up-to- 
date videotape training equip¬ 
ment in combination with 
practical in-store instruction, 
we seek to impress on every 
employee from the receiving 
dock to the checkout counter 


Management Association. In a 
series of seminars, manage¬ 
ment people are advised on 
ways to effectively work with 
and motivate employees and 
on techniques for improving 
their own decision-making 
skills. 
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Conducting a management 
development seminar for 
Manufacturing Group 
executives is Robert V. 
Delevante, our manager. 
Manpower Planning and 
Development 


We are conducting special 
training programs to assist 
women and minorities gain 
management advancement. 
At year-end,we had 30 women 
serving as store managers and 
46 as assistant managers. An¬ 
other 11 women are training to 
be managers and 54 to be assis¬ 
tant managers. Our stores have 
63 minorities managers and 
153 assistant managers. An¬ 
other 26 are in training for 
managers posts and 69 for as¬ 
sistant managers. 

In an effort to do construc- 
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tive work in the minority com¬ 
munities we serve, we last year 
had deposits in minority- 
owned financial institutions 
and were doing business with 
several minority-owned com- 
panies.We also purchased 
products and sendees from a 
large number of minority- 
owned firms. 

Building for the Future 
One of the most important un¬ 
dertakings in our long-range 
plans for meeting consumer 
needs in our stores is property 


development The many pro¬ 
fessionals in this area of A&P 
activity are responsible for our 
continuing program of open¬ 
ing larger stores in more con¬ 
venient locations and for 
modernizing and expanding 
others. Their objective is to 
raise our entire store network 
to the highest possible stan¬ 
dards of convenience, attrac- 
tiveness and operating 
efficiency. 

These experts also create 
new departments where we of¬ 
fer a broader selection of the 


merchandise today’s more so¬ 
phisticated and more active 
consumer demands. They are 
the ones who have created 
many of our heavily patron¬ 
ized departments—health and 
beauty aids, frozen foods, 
floral, bakery—veritable stores 
within stores. 

Together with the thou¬ 
sands of other A&P people 
working throughout our 118- 
year-old company, their num¬ 
ber one goal is to strengthen 
our capability for pleasing the 
customer. 
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Summary of Significant Accounting Policies 


Following is a summary of the Com¬ 
pany’s accounting policies that sig¬ 
nificantly affect the determination of 
financial position and results of op¬ 
erations. 

Fiscal Year—The Company’s fiscal 
year ends on the last Saturday in 
February. Fiscal 1976 ended Febru¬ 
ary 26,1977 and comprised 52 weeks, 
whereas fiscal 1975 ended February 
28,1976 and comprised 53 weeks. 
Principles of consolidation—The con¬ 
solidated financial statements include 
the accounts of the Company and its 
subsidiaries, all of which are wholly 
owned. All significant inter-company 
accounts and transactions have been 
eliminated. 

Facilities closing program—Operat¬ 
ing results of stores included in the 
facilities closing program are ex¬ 
cluded from the statement of con¬ 
solidated income (from the effective 
date of inclusion in the facilities clos¬ 
ing program] and charged to reserves 
provided therefor, together with clos¬ 
ing costs, ongoing lease payments and 
net losses on disposal of related prop¬ 
erty. As to stores closed outside of the 
facilities closing program, the present 
value of the estimated remaining lease 
obligations are accrued at the time the 
date for closing the store is estab¬ 
lished. 

Foreign operations—Assets and liabil¬ 
ities of foreign subsidiaries have been 
translated at year end rates except 
for inventories, net property and cer¬ 
tain deferred items which have been 
translated at historical rates. Income 
and expense accounts, except cost of 
sales and depreciation and amortiza¬ 
tion, have been translated at average 
rates prevailing during the fiscal year. 
Foreign exchange losses in fiscal 1976 
amounted to $1.1 million compared 
with a gain of $1.2 million in fiscal 
1975. The fiscal 1975 exchange gain 
included $1.1 million resulting from a 
change in the method of translating 
foreign currency amounts to com¬ 
ply with Statement No. 8 of the Finan¬ 
cial Accounting Standards Board. 


Inventories—Inventories are stated at 
the lower of cost or market with cost 
being determined on the following 
bases: inventories in stores—average 
cost under the retail method; majority 
of remaining inventories—cost on a 
first-in, first-out basis. Raw materials 
and supplies, principally at manufac¬ 
turing facilities, constitute approxi¬ 
mately 10% of total inventories in fis¬ 
cal 1976 and 6% in fiscal 1975. 
Properties—The Company leases a 
substantial portion of its facilities all 
of which presently are accounted for 
as operating leases for financial re¬ 
porting purposes. Most of the leases 
presently negotiated by the Company 
and many existing leases are consid¬ 
ered capital leases under FASB State¬ 
ment No. 13 which requires the cap¬ 
italization of such leases entered into 
after January 1, 1977 and eventual 
retroactive capitalization (presently 
by 1981) of all pre-1977 capital leases. 

Owned properties, consisting al¬ 
most exclusively of manufacturing 
facilities and warehouses and equip¬ 
ment, are stated at cost Store fixtures 
and leasehold improvements are 
stated at amortized cost Major re¬ 
newals and betterments are capital¬ 
ized, whereas maintenance and re¬ 
pairs are charged to operations as in¬ 
curred. Commencing with fiscal 1976, 
gains or losses on normal disposition 
of assets are recognized currently 
whereas in prior years recognition 
was deferred until all assets in a de¬ 
predation group were fully depred¬ 
ated. The effect of this change was not 
material. Fully depredated property 
is written off against the related de¬ 
predation reserve. Net losses on dis¬ 
position of properties induded in the 
facilities dosing program have been 
charged to the reserve provided there¬ 
for. 

Depredation and amortization—For 
finandal reporting purposes, depre¬ 
dation and amortization are provided, 
generally on the straight line method, 
over the estimated useful lives of the 
respective assets. Approximate an¬ 


nual depreciation rates for properties 
are as follows: store and other equip¬ 
ment, except automotive-8y3% to 
10%; buildings—2% to 5%; store fix¬ 
tures and leasehold improvements— 
10% to 12 V 2 %; and automotive equip¬ 
ment-14-2/7% to 33y 3 %. 
Pre-opening costs—Expenses incurred 
in the opening of a new store are 
charged to expense in the quarter in 
which the store is opened. 

Income taxes—Deferred taxes have 
been provided in prior years in recog¬ 
nition of timing differences between 
income for financial reporting and in¬ 
come tax purposes. Approximately $7 
million of deferred income taxes have 
not been provided on undistributed 
earnings of foreign subsidiaries con¬ 
sidered to be permanently invested. 
Investment tax credits are deferred 
and amortized over the estimated use¬ 
ful lives of related assets. 

Retirement Plans—Annual costs of the 
Companies’ retirement plans are 
funded currently. Commencing with 
fiscal 1976, the method of computing 
annual costs of the Companies’ U.S. 
pension plans was modified so as to 
consist of normal cost plus amortiza¬ 
tion of unfunded prior service costs* 
as of January 1, 1976 over 40 years 
and amortization of annual actuarial 
gains or losses over 15 years. Prior to 
fiscal 1976, annual costs consisted of 
normal cost plus interest on prior 
service costs with amortization of 
actuarial gains or losses over 6 to 20 
years. This modification and other 
changes in the plan effective January 
1,1976 did not materially affect pen¬ 
sion costs in fiscal 1976. 

Earnings per share—Net income per 
share is based on the weighted aver¬ 
age number of common shares out¬ 
standing during the respective fiscal 
years. Stock options outstanding 
(common stock equivalents) had no 
dilutive effect and, therefore, were 
excluded from the computation of 
earnings per share. 
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Fiscal 1976 Sales and Net Income 

(Unaudited as to interim amounts) 

Sales for fiscal 1976 were $7.2 billion 
or 11% above fiscal 1975 sales of $6.5 
billion. Fiscal 1976 comprised only 
52 weeks, whereas fiscal 1975 com¬ 
prised 53 weeks. See discussion 
below under “Facilities Closing Pro¬ 
gram” for information on the opera¬ 
tions of store and support facilities 
included in the facilities closing pro¬ 
gram and excluded from the state¬ 


ment of income. Results for the third 
and fourth quarters of fiscal 1976 in¬ 
clude the operations, from November 
14,1976, of 62 stores acquired from 
National Tea Company, which results 
were not significant for the year, but 
did contribute substantially to the 
sales increase in the fourth quarter of 
fiscal 1976. 

The Company experienced dra¬ 
matic improvement in the sales of 
continuing stores beginning with the 


second quarter of fiscal 1975 as it con¬ 
solidated facilities and inaugurated 
advertising, personnel tr ainin g, mer¬ 
chandising and store renovation pro¬ 
grams. Sales also were favorably 
affected by the retention of many cus¬ 
tomers from closed stores. Total sales 
by quarter and the percentage in¬ 
crease in average weekly sales over 
those of the corresponding quarter in 
the preceding fiscal year, are shown 
below: 


Quarterly and Average Weekly Sales 


(Millions) 


Fiscal 1976 


Fiscal 1975 


Quarter 

Sales By 

Average Weekly Sales 

Sales By 

Average Weekly Sales 


Quarter 

Dollars Percent Change 

Quarter 

Dollars 

Percent Change 

First 

$1,734 

$133 23% 

$1,407 

108 

(20%) 

Second 

1,789 

138 14% 

1,570 

121 

( 8%) 

Third 

1,810 

139 6% 

1,699 

131 

( 1%) 

Fourth 

1,903 

146 10% 

1,862 

133 

2% 


$7,236 


$6,538 





The Company does not believe 
that sales increases of the magnitude 
experienced earlier in fiscal 1976 will 
continue as indicated by the declining 
rate of sales increase noted above. 
Earnings performance in fiscal 1977 
will, to a large extent, depend on the 
Company’s ability to increase sales 
per store beyond the current rate 
while bringing about expense disci¬ 
plines. As a result of the declining 
trend in earnings during the last half 
of fiscal 1976, the Company took sev¬ 
eral steps in the fourth quarter, includ¬ 
ing the closing of eight division offices 
and the addition of approximately 85 
stores and several support facilities to 
the facilities closing program. 

Net income of $23.8 million for 
fiscal 1976 is after an extraordinary 
credit of $10 million representing 
utilization of the Company’s tax loss 
carry forward in an amount equiva¬ 
lent to a normal U.S. tax provision 
that would have otherwise been appli¬ 
cable to those earnings. Fiscal 1976 


earnings include a charge of $500,000 
representing a net addition to the fa¬ 
cilities closing reserve in the fourth 
quarter, a pre-tax charge of approxi¬ 
mately $5^2 million in the first quarter 
for the value of equipment disposed 
of at two warehouses and retail store 
signs being replaced, and a $1.3 mil¬ 
lion credit in the third quarter from 
the settlement of a service contract 
Net income of $4.3 million for fis¬ 
cal 1975 is comprised of a pre-tax loss 
of $32.1 million from ongoing opera- 


Quarterly Operating Results 


tions, a credit of $35 million ($15 mil¬ 
lion in the second quarter and $20 
million in the third quarter) repre¬ 
senting net reductions in the Com¬ 
pany’s facilities closing reserve, a 
charge of $7 milli on in the second 
quarter attributable to the settlement 
of an antitrust suit, a credit provision 
for income taxes of $6.6 million, and 
a $1.8 milli on extraordinary credit 
in the fourth quarter, representing the 
utilization of a carry forward tax loss 
by a Canadian subsidiary. 


Quarter 

Net Income (Loss) 
(Thousands) 

1976 1975 

Per Share Amounts 

1976 1975 

First 

$ 6,303 

$(4,682) 

$-25 

$(.19) 

Second 

10,682 

3,848 

.43 

.16 

Third 

5,085 

2,417 

.21 

.09 

Fourth 

1,711 

2.731 

.07 

.11 


$23,781 

$4,314 

$.96 

$.17 
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Facilities Closing Program 
As of the end of fiscal 1976 the facili¬ 
ties closing program reserve was in¬ 
creased by $9.5 million to cover the 
cost of closing approximately 85 addi¬ 
tional stores and several support facili¬ 
ties. This additional reserve was 
largely offset by a reversal of $9.0 
million relating to the existing facilities 
closing reserve. The net addition to the 
reserve of $500,000 was charged to ex¬ 
pense in the fourth quarter of fiscal 
1976. 

The original facilities closing pro¬ 
gram reserve of $200 million was estab¬ 
lished at the end of fiscal 1974 repre¬ 
senting the estimated cost of a facilities 
closing program that contemplated the 
closingofapproximatelyl,250unprofit- 
able and marginal stores and certain 
related support facilities. Modifications 
to that program during fiscal 1975 ulti¬ 
mately increased the number of stores 
to be closed to approximately1,360 and 
added additional support facilities. Net 
reductions of $35 million were made in 
the facilities closing reserve in fiscal 
1975 even though the number of stores 
and support facilities to be closed was 
increased by 77 stores plus additional 
support facilities in the second quarter 
of 1975, decreased by 13 stores in the 
third quarter of 1975, and increased by 
45 stores in the fourth quarter of 1975. 
The increase in the reserve resulting 
from the inclusion of these additional 


units in the closing program was $36 
million. 

Sales of stores closed or to be 
closed under the facilities closing pro¬ 
gram amounted to $51 million in fiscal 
1976 and $401 million in fiscal 1975. 
Sales and operating results of these 
stores and support facilities have been 
excluded from the statement of income 
for fiscal 1976 and 1975 from the effec¬ 
tive dates of inclusion in the program. 
The operating results of the stores and 
support facilities added to the closing 
program at the end of the fourth quar¬ 
ter of 1976 have been included in the 
statement of income for the entire fis¬ 
cal year. 

Costs of $129.6 million, including 
$44.1 million in fiscal 1976 and $85.5 
million in fiscal 1975, have been 
charged to the closing reserve. These 
costs include operating losses prior to 
closing, net loss on disposal of proper¬ 
ties, employee severance payments 
and other benefits, costs of dismantling, 
moving and restoring properties, and 
lease payments after the facilities were 
closed. 

While management believes that 
the reserve is adequate to cover the re¬ 
maining closing program costs, future 
adjustments of the reserve are possible. 

An analysis of the components of 
the facilities closing reserve and the 
charges to and adjustments thereof is 
shown below: 


Facilities Closing Program Reserve 


[Millions] 

Current 

Liabilities 

Property Non-Current 
Valuation Reserve 

Total 

Balance February 22,1975 
Charges 

Adjustments: 

Reduction in reserve 

Increase for inclusion of 
additional units in program 
Transfer to current liabilities 

$100.0 

(70.5) 

(21.0) 

13.0 

6.0 

$46.0 

(15.0) 

(27.0) 

11.0 

$54.0 

(23.0) 

12.0 

(6.0) 

$200.0 

(85.r 

(7i.c; 

36.0 

Balance February 28,1976 

27.5 

15.0 

37.0 

79.5 

Charges 

Adjustments: 

(37.9) 

(6-2) 


( 44 . 1 ; 

Reduction in reserve 

Increase for inclusion of 


(7.4) 

(1.6) 

(9.C) 

additional units in program 
Transfer to current liabilities 

7.7 

21.2 

1.6 

.2 

(21.2) 

9.5 

Balance February 26,1977 

$ 18.5 

$ 3.0 

$14.4 

$ 35.9 
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Income Taxes 

At the end of fiscal 1976 the Company 
had an operating loss carryforward for 
financial statement purposes of approx¬ 
imately $104 million, which arose prin¬ 
cipally from the provisions for the 
facilities closing program. The corres¬ 
ponding net operating loss carryfor¬ 
ward for U.S. income tax purposes is 
approximately $115 million, which ex¬ 
pires in fiscal 1982 and 1983. In addi¬ 
tion, the Company has unused invest¬ 
ment tax credits of approximately $20.3 
million. These unused credits, which 
have not been recorded for financial 
statement purposes, will expire as fol¬ 
lows: February 1982-$4.6 million, Feb¬ 
ruary 1983—$8.3 million and February 
1984—$7.4 million. 

The fiscal 1976 provision for in¬ 
come taxes includes a charge in lieu of 
U.S. federal income taxes in the amount 
— of $10 million and an equivalent 
amount has been reflected as an ex¬ 
traordinary credit in the statement of 
income in recognition of the corre¬ 
sponding income tax benefit The Com¬ 
pany will, in future years, continue to 
reflect as an extraordinary credit that 
portion of its operating loss carryfor¬ 
ward which it realizes for financial 
statement purposes. The $1.8 million 
extraordinary credit in fiscal 1975 rep¬ 
resents the utilization by a Canadian 
subsidiary of its entire income tax loss 
carryforward. 

The Company’s effective income 
tax rates are 43% for fiscal 1976 and 
(162%) for fiscal 1975. The credit pro¬ 
vision for income taxes in fiscal 1975 


Long-Term Debt 

In December 1975, the Company con¬ 
cluded a $150 million revolving credit 
agreement, expiring February 23,1980, 
with a group of eleven banks and a 
7% year $50 million term loan agree¬ 
ment with a group of four banks. The 
$50 million term loan bears interest at 
124% of each bank’s prime rate to Feb¬ 
ruary 24, 1979 and at 128% of prime 
thereafter. Interest requirements under 
die $150 million revolving credit agree¬ 
ment consist of interest on borrowings 
at V* % over each bank’s prime rate to 
February 24, 1979 and at V. 2 % over 
prime thereafter, plus a commitment 
fee of y 2 % per annum on the average 
daily unused portion of the commit¬ 
ment and a facility fee of V*% per 
annum on the full amount of the com¬ 
mitment Both agreements provide that 
advances and installments may be pre¬ 


results principally from a $7.2 million 
adjustment of deferred taxes arising 
from a decrease in the estimated serv¬ 
ice lives of store and other equipment 
as of the beginning of fiscal 1975. The 
difference between the U.S. statutory 
rate of 48% and the effective rates is 
also attributable, in both years, to the 
Company’s policy of amortizing invest¬ 
ment tax credits, the effective rates of 


state and local income taxes, and to un¬ 
realized foreign exchange translation 
gains and losses which were not given 
recognition for income tax purposes. 

The deferred tax provision for de¬ 
preciation represents principally the 
use for tax purposes by a Canadian sub¬ 
sidiary of depreciation previously de- 
ductedforfinandalstatementpurposes. 


Provision for Income Taxes 


(Thousands) 

Fiscal 

1976 

Fiscal 

1975 

Current 

U.S. and Canadian 

$10,176 

$(5,617) 

State and local 

100 

(25) 

Investment Credits 

Deferred 


(6,800) 

Amortization 

(1,805) 

(1,808) 

Deferred U.S. and Canadian 

1,974 

7,650 


$10,445 

$(6,600) 


Deferred U.S. and Canadian Tax Provision 


(Thousands) 

Fiscal 

1976 

Fiscal 

1975 

Depreciation 

$1,974 

$ 250 

Income tax refund from carryback 
of operating loss 

_ 

7,800 

Adjustment of deferred investment 
tax credit 


6,800 

Adjustment resulting from change in 
equipment service lives 

_ 

(7,200) 


$1,974 

$7,650 


paid at any time without penalty. 

With respect to the revolving credit 
agreement, there are informal arrange¬ 
ments with the banks to maintain com¬ 
pensating balances, expressed in bank 
collected balances. The Company is 
expected to maintain average monthly 
bank collected balances totaling ap¬ 
proximately 10% of the commitment 
plus 10% of the loans outs tanding . 
Such compensating balance require¬ 
ments are not significant in relation to 
the Company’s recorded cash balances. 

The credit agreements, among 
other things, prohibit the declaration 
of dividends until such time as the 
Company realizes net income exclusive 
of reversals of the facilities closing 
reserve (as further defined in the agree¬ 
ments) for four consecutive quarters, 
which condition has been met as of the 
third quarter of fiscal 1976. Further¬ 


more, aggregate dividend payments are 
limited to 15% of net income earned 
after February 28,1976 until February 
1978 and 30% thereafter. Also, the 
Company is required to maintain on a 
consolidated basis: a current ratio of 
not less than 1.4 to 1 commencing with 
fiscal 1977; an excess of current assets 
over current liabilities of not less than 
$200 million during fiscal 1977, $270 
million during fiscal 1978 and $300 mil¬ 
lion during fiscal 1979 and thereafter; 
and, pursuant to an amendment of the 
agreement effective February 27,1977, 
tangible net worth of not less than $465 
million through August 1977, $475 mil¬ 
lion thereafter through February 25. 
1978, $495 million thereafter through 
August 1978 and at increasing amounts 
thereafter up to $600 million at Feb¬ 
ruary 24,1980. The required amounts 
of tangible net worth would be in- 
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creased by the amount of any reversals 
of provisions for the facilities closing 
program after fiscal 1976. At February 
26, 1977 current assets exceeded cur¬ 
rent liabilities by $243 million, the cur¬ 
rent ratio was-1.6 to 1 and tangible net 
worth amounted to approximately 
$470 million. 

Long-term debt at February26,1977 
consists of the $50 million term loan, 
$48 million outstanding under the re¬ 
volving credit agreement and mort¬ 
gages and other notes payable of $9.6 
million, including $4.9 million on a 
mortgage of an existing facility com¬ 
pleted during fiscal 1976. The $50 mil¬ 
lion term loan is payable quarterly com¬ 
mencing November 1978 with eleven 
installments of $2 million, followed by 
six installments of $3 million and a 
final payment of $10 million in February 


1983. The mortgages and other notes 
are payable at the rate of approximate¬ 
ly $.5 million per year through 1981 
and $7.2 million thereafter. Long-term 
debt at February 28, 1976 comprised 
the $50 million term loan, $24 million 
outstanding under the revolving credit 
agreement and $4.5 million of mort¬ 
gages payable. 

During fiscal 1976 and 1975, aver¬ 
age daily bank borrowings amounted 
to $71 million and $51 million, respec¬ 
tively, and the maximum amount pay¬ 
able at any month end was $122 million 
and $80 million, respectively. Average 
daily interest rates under the revolving 
credit agreements were 6.7% during 
fiscal 1976 and 8.1% during fiscal 1975. 
The average daily interest rates for the 
term loan were 8.4% during fiscal 1976 
and 9.0% during fiscal 1975. 


Capital Expenditures 
Capital expenditures, principally for 
equipping new supermarkets and ren¬ 
ovating existing stores, were $95 mil¬ 
lion in fiscal 1976 and $66 million in 
fiscal 1975. Capita] expenditures for 
1976 include approximately’$25 mil¬ 
lion representing the acquisition of 
stores from others. Depreciation and 
amortization charges were $54.6 mil¬ 
lion and $53.7 million in fiscal 1976 and 
1975, respectively .The Company antic¬ 
ipates that capital expenditures will be 
approximately $100 milli on annually 
for the next several years. The Com¬ 
pany presently plans to construct ap¬ 
proximately 70 stores during fiscal 
1977. The stores constructed during 
fiscal 1976 averaged approximately 
31,000 square feet excluding the first 
Family Mart store operated by a wholly 
owned subsidiary, with a total area of 
55,000 square feet. 


At present, capital expenditures 
normally are limited to the cost of 
equipping and fixturing a store, as the 
store facilities generally are leased. 
During 1976, the Company began a 
sale-leaseback program for Company 
developed projects. Approximately 
$14.6 milli on of costs of these Company 
developed projects is included in the 
caption “Properties held for develop¬ 
ment and sale” in the accompanying 
balance sheet. As indicated in the Sum¬ 
mary of Significant Accounting Poli¬ 
cies, the leases relating to the sale- 
leaseback program and most other 
leases entered into after January 1,1977, 
as well as many existing leases, will 
ultimately be capitalized under the 
provisions of FASB Statement No. 13. 

The Company has a commitment 
providing for leasing of new store 
equipment having an aggregate value 
(as defined) of $16.7 million. 


Stockholders’ Equity 
Stockholders’ equity at February 26, 
1977 amounted to $471.5 million or 
$18.94 per share of common stock out¬ 
standing as of that date. Capital surplus 
increased by $105,000 and $21,000 in 
fiscal 1976 and 1975, respectively, rep¬ 
resenting the excess of proceeds over 
the aggregate par value of shares issued 
upon the exercise of stock options. 


The Company has not paid a divi¬ 
dend since November 1974 and is lim¬ 
ited as to the amount of the dividends 
that may be paid under the terms of 
its loan agreements. See the discussion 
under Long-Term Debt concerning cer¬ 
tain dividend restrictions. At February 
26.1977 approximately $3.6 million of 
retained earnings was available for the 
payment of dividends. 
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Stock Options 

The Company has a stock option plan 
approved by the Stockholders in June 
1975 for granting officers and key 
employees qualified or non-qualified 
options to purchase not more than 
1 .000,000 shares of common stock at 
not less than the fair market value at 
grant dates and for periods not exceed¬ 
ing ten years. In addition, options 
granted previously under a stock op¬ 
tion plan approved by the Stockhold¬ 
ers in 1969 were outstanding during 
fiscal 1975 and 1976. A summary of 
option transactions is shown on the 
right: 

Non-qualified options are exercis¬ 
able as follows: 274,100 immediately 
and as to the remaining 196,000 at 
cumulative 25% increments after each 
of the first through the fourth annual 
anniversaries of the grants. Qualified 
options are exercisable at cumulative 
25% increments after each of the first 
through the fourth annual anniversaries 
of the grants. 277,500 options were 
available at February 26, 1977 for fu¬ 
ture grants. 



In die 1974 Annual Report the Com¬ 
pany reported on an antitrust judgment 
entered in favor of a Mr. Bray and five 
other cattle producers or feeders in the 
amount of $35.8 million plus interest. 
The Company settled this action in 
1975 (for payments over the next four 
years having a present value of about 
$7 million, which was charged to oper¬ 
ations in fiscal 1975) and the judgment 
was vacated and the action dismissed. 

During 1975 and 1976, nine similar 
antitrust suits alleging violations of 
sections of the Sherman Act were filed 
in five states, and all of these were con¬ 
solidated for pretrial purposes in the 
Dallas Federal Court One of these 
actions was purportedly brought on 
behalf of a class consisting of all per¬ 
sons who are engaged in the business 
of raising fat cattle who have not other¬ 
wise filed claims and who sold more 
than 100 head of fat cattle per year. 
Each of these suits names the Company 
and other retail food chains as de¬ 
fendants and asks damages and other 
relief which may include an injunction. 
While most of these plaintiffs have not 
specified the amounts of damages they 
are claiming, their aggregate claims are 
substantial. In the actions in which 


Summary of Option Transactions 





Shares 

Qualified Non-Qualified 

Option Price 

Per Share Total 

Outstanding, 
February 22,1975 
Fiscal 1975: 
Granted 
Exercised 
Cancelled 

256,300 

225,000 

(2,340) 

(189,100) 

363,000 

$9,625 to $27,875 

9.25 to 12.56 
9.625 

9.625 to 27.875 

$5,735,463 

5,945,420 

(22,522) 

(5,092,438) 

Outstanding, 
February 28,1976 

289,860 

363,000 

9.25 to 12.56 

6,565,923 

Fiscal 1976: 
Granted 

41,500 

110,000 

11.00 to 12.44 

1,807,325 

Exercised 

(11,160) 

(900) 

9.25 to 9.625 

(115,740) 

Cancelled 

(23,900) 

(2,000) 

9.625 to 11.81 

(265,498) 

Outstanding, 
February 26, 1977 

296,300 

470,100 

$9'.25 to $12.56 

$7,992,010 

Shares becoming 
exercisable in: 
Fiscal 1975 

17,420 

225,000 

$9.25 to $10.82 

$2,275,318 

Fiscal 1976 

65,680 

92,000 

$9,625 to $12.56 

$1,730,112 


money damages are specified or esti¬ 
mated, the plaintiffs allege damages 
exceeding $170 million. 

The Company also is a named de¬ 
fendant in an action in which partners 
in a citrus grove, who purport to act on 
behalf of a class of citrus fruit growers 
in the State of Florida, allege violations 
of the antitrust laws by the Company 
and other retail food chains and orange 
product processors which reduced the 
wholesale price of citrus fruits to arti¬ 
ficially low levels. They seek unspeci¬ 
fied treble damages plus injunctive 
relief and attorneys’ fees. 

The Company is also a defendent 
in an action brought by some fifty- 
seven growers of cherries against the 
Company, other retail food chains, pur¬ 
chasing agents, packers and shippers 
of fresh Washington cherries.The com¬ 
plaint alleges violations of the antitrust 
laws which reduced the prices paid for 
cherries and seeks treble damages of 
an unspecified amount plus injunctive 
relief and attorneys’ fees. 

During the past year, the Federal 
Trade Commission found that the Com¬ 
pany had violated the Robinson-Pat- 
man Act in purchasing dairy products 
in the Chicago area, but dismissed 
other charges against the Company. 


The Company has appealed that deci¬ 
sion and it is now under review by the 
United States Court of Appeals for the 
Second Circuit. While no monetary 
judgment is expected to result in that 
proceeding, whatever the final out¬ 
come, there is a related civil action in 
Chicago Federal Court in which plain¬ 
tiffs assert antitrust violations and de¬ 
mand unstated treble damages on 
behalf of an alleged class of competi¬ 
tors in the Chicago area. 

In the above private actions, all of 
which are in the preliminary pretrial 
stages, money damages awarded to 
plaintiffs, if any, would automatically 
be trebled and such a judgment would 
also include reasonable plaintiffs’ at¬ 
torneys’ fees. 

The Company denies all allegations 
of wrong-doing in these actions. Be¬ 
cause it is not possible to predict the 
ultimate outcome of any of them, no 
provision for possible resulting liabil¬ 
ity has been made in the accompanying 
financial statements. 

The Company is also involved in 
various other claims, administrative 
agency proceedings and lawsuits aris¬ 
ing out of the normal conduct of its 
business. 
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Retirement Plans 

Retirement benefits for substantially all 
full-time and certain part-time employ¬ 
ees are provided under the companies’ 
retirement plans or by industry plans 
administered jointly by management 


and union representatives. The major 
portion of such employees are covered 
by industry plans. 

The cost of all retirement plans 
amounted to $45.0 and $50.1 million in 
fiscal 1976 and 1975, respectively. The 


companies’ independent actuaries esti¬ 
mate that vested benefits under the 
companies’ plans exceeded the plans’ 
assets by approximately $14 million at 
December 31, 1976, the end of the 
plans’ year. 


Leases 

Most operations of the companies are 
conducted in leased premises. The un¬ 
expired non-cancellable terms of such 
leases at February 26,1977 range up to 
twenty-five years for store leases and 
thirty years for other leased facilities. 
The majority of the leases contain es¬ 
calation clauses relating to property 
tax increases, and certain of die store 
leases provide for increases in rentals 
when sales at the stores exceed speci¬ 
fied levels. All leases are presently ac¬ 
counted for as operating leases. 

The estimated present value of 
minimum rentals (net of amounts ap¬ 
plicable to taxes and insurance) on 
noncapitalized finance leases, as de¬ 
fined by the Securities and Exchange 
Commission, at February 26,1977 and 
February 28,1976, exclusive of remain¬ 
ing lease obligations provided for in 
the facilities closing reserve, amounted 
to $116.2 million and $94.7 million, re¬ 
spectively. Interest rates used in the 
present value computations, ranging 
from 4.25% to 11.25%, resulted in 
weighted average interest rates of 
8.5% and 7.6% in fiscal 1976 and 1975, 
respectively. 

If all financing leases had been cap¬ 
italized, the related property rights 
amortized on the straight-line method 
and interest expense recorded on the 
basis of the outstanding lease obliga¬ 
tions, costs would have increased for 
fiscal 1976 and 1975 by approximately 
$2.3 million and $2.2 million, respec¬ 
tively. The assumed amortization and 
interest costs for fiscal 1976 and 1975 
would have been as follows: amortiza¬ 


tion $4.5 million and $4.5 million, re¬ 
spectively; interest $7.3 million and 
$7.2 million, respectively. 

Rent expense for fiscal 1976 and 
1975, and minimum annual rentals for 


leases in effect at February 26,1977 are 
shown in the tables below. All amounts 
are net of minor sublease rentals and 
exclusive of lease obligations included 
in the facilities closing reserve. 


Rent Expense, Net of Minor Sublease Rentals 


(Dollars in thousands) 

Fiscal 

Financing 

Other 


1976 

Leases 

Leases 

Total 

Minimum rentals 

$ 13,026 

$ 93,082 

$106,108 

Contingent rentals 

358 

3,984 

4,342 

Total 

$ 13,384 

$ 97,066 

$110,450 

Fiscal 




1975 




Minimum rentals 

$ 11,884 

$ 84,562 

$ 96,446 

Contingent rentals 

219 

2,124 

2,343 

Total 

$ 12,103 

$ 86,686 

$ 98,789 


Miniirnim Animal Bmfalg , Mpf nf Minn r fi nbfoas ff Rpntal« 


(Dollars in thousands) 

Year Ending in 

Financing 

Other 


February 

Leases 

Leases 

Total 

1978 

$ 14,165 

$ 75,348 

$ 89,513 

1979 

14,165 

70,235 

84,400 

1980 

14,165 

64,652 

78,817 

1981 

14,165 

58,527 

72,692 

1982 

14,165 

51,147 

65,312 

1983-1987 

70,366 

194,951 

265,317 

1988-1992 

68,266 

130,571 

198,837 

1993-1997 

38,827 

55,027 

93,854 

1998-2005 

17,799 

4,130 

21,929 

Total 

$266,083 

$704,588 

$970,671 


Replacement Cost 

(Unaudited) 

In compliance with recently established 
regulations, the Company is required 
to include, in its Form 10-K to be filed 
with the Securities and Exchange Com¬ 
mission, a copy of which is available 
upon request, certain estimated re¬ 


placement cost data applicable to in¬ 
ventories, productive capacity, cost of 
merchandise sold and depreciation. 
Because of the rapid turnover of inven¬ 
tories, the carrying value of inventories 
is assumed to approximate replacement 
cost and therefore cost of merchandise 
sold reflects approximate replacement 


cost at time of sale. The additional de¬ 
predation charges assodated with the 
cost of replacing fixed assets is normal¬ 
ly accompanied by improvements in 
productivity, reduction in energy con¬ 
sumption and other economies, al¬ 
though these economies are not readily 
quantifiable. 
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Auditors’ Opinion 21 


Haskins & Sells 
Certified Public Accountants 


To the Board of Directors and Stockholders of The Great Atlantic &• Pacific Tea Company, Inc.: 

We have examined the consolidated balance sheet of The Great Atlantic & Pacific Tea Company, Inc. and subsidiary 
companies as of February 26, 1977 and February 28, 1976 and the related statements of consolidated income and re¬ 
tained earnings and of changes in consolidated financial position for the respective 52 and 53-week periods then ended. 
Our examination was made in accordance with generally accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances. 

As discussed under the caption Litigation in the Financial Review which accompanies the financial statements, the 
Company is a co-defendant in legal actions seeking monetary damages for alleged violations of Federal antitrust laws. 
Because of the uncertainty of the ultimate outcome of these actions, no provision for possible liability has been made in 
the financial statements. 

In our opinion, subject to the effect on the financial statements of the resolution of the legal proceedings referred 
to in the preceding paragraph, such financial statements present fairly the financial position of the companies as of 
February 26,1977 and February 28,1976 and the results of their operations and the changes in their financial position 
for the respective 52 and 53-week periods then ended, in conformity with generally accepted accounting principles con¬ 
sistently applied. 

y 

Two Broadway 
New York, N.Y. 10004 
May 2,1977 
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Statement of Consolidated Income and Retained Earnings 

22 

The Great Atlantic & Pacific Tea Company, Inc. 

(Dollars in thousands, except per share figures) 

52 Weeks to 
February 26, 

1977 
(Fiscal 1976) 

53 Weeks to 
February 28, 
1976 
(Fiscal 1975) 

Sales 

$7,235,854 

$6,537,897 

Cost of merchandise sold 

5,770,698 

5,260,844 

Gross margin 

1,465,156 

1,277,053 

Store operating, general and administrative expense 

1,435,136 

1,311,692 

Income [loss] from operations 

30,020 

(34,639) 

Adjustment of (provision for) cost of closing facilities 

(500) 

35,000 

Interest: 

Income—Primarily on temporary cash investments 

Expense 

2,473 
(7,767) 

1,987 

(6,434) 

Income (loss) before income taxes and extraordinary credit 

24,226 

(4,086) 

Income taxes—Provision (credit) 

10,445 

(6,600) 

Income before extraordinary credit 

13,781 

2,514 

Extraordinary credit—Tax benefit of net operating loss carryforward 

10,000 

1,800 

Net income 

23,781 

4,314 

Retained earnings—Beginning of year 

45,549 

41,235 

Retained earnings—End of year 

$ 69,330 

$ 45,549 

Earnings per common share: . 

Income before extraordinary credit 

Extraordinary credit 

$ .56 
.40 

$ .10 
.07 

Net income 

$ 36 

$ .17 


See Financial Review and Summary of Significant Accounting Policies on pages 14 through 20. 
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Consolidated Balance Sheet 
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Assets 


February 26, 

February 28, 

(Dollars in thousands) 


1977 

1976 

Current assets: 




Cash 


$ 25,187 

$ 57,010 

Short-term investments—at cost (approximates market} 


1,044 

13,988 

Accounts receivable 


49,813 

35306 

Refundable income taxes 


— 

7,800 

Inventories 


567,011 

518,201 

Properties held for development and sale 


14396 

— 

Prepaid expenses 


9,434 

10,997 

Total current assets 


667,085 

643,202 

Property: 




Land 


9,047 

9,476 

Buildings 


75,420 

80,738 

Equipment 


360,262 

339,680 

Total—at cost 


444,729 

429,894 

Less accumulated depreciation 


180,817 

169,999 



263,912 

259,895 

Store fixtures and leasehold improvements, at amortized cost 


107,350 

94379 



371,262 

354,174 

Less allowance for loss on property in facilities to be closed 


3,000 

15,000 

Property—net 


368,262 

339,174 

Other assets 


9,550 

6,901 

Total 


$1,044,897 

$989377 

Liabilities And Stockholders’ Equity 

(Dollars in thousands) 

Current liabilities: 




Current portion of long-term debt 


$ 593 

$ 272 

Accounts payable 


293,539 

276,369 

United States and foreign income taxes 


1,423 

1,447 

Accrued salaries, wages and employee benefits 


62^23 

48,773 

Accrued taxes, other than income taxes 


15,881 

18340 

Current portion of facilities closing reserve 


18,500 

27,500 

Other accruals 


30,921 

26,732 

Total current liabilities 


423,780 

399,333 

Long-term debt 


107,592 

78,520 

Deferred income taxes—net 


13,783 

11,809 

Deferred income—principally investment tax credit 


5,800 

8,096 

Facilities closing reserve and other liabilities 


22,430 

43,905 

Stockholders’ equity: 




Preferred stock—no par value; 

authorized—3,000,000 shares; issued—none 

Common stock—$1 par value; authorized—40,000,000 shares 




outstanding-1976—24,891,124 shares; 1975—24,879,064 shares 


24,891 

24,879 

Capital surplus 


377,291 

377,186 

Retained earnings 


69330 

45,549 

Total stockholders’ equity 


471312 

447,614 

Total 


$1,044,897 

$989377 


See Financial Review and Summary of Significant Accounting Policies on pages 14 through 20. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 









Statement of Changes in Consolidated Financial Position 24 



52 Weeks to 

53 Weeks to 


February 26, 

February 28, 


1977 

1976 

(Dollars in thousands] 

(Fiscal 1976) 

(Fiscal 1975) 

Source of funds: 



From operations: 



Net income before extraordinary credit 

$ 13,781 

$ 2,514 

Expenses (income) not requiring (providing) 



working capital: 



Adjustment of facilities closing reserve 



(non-current portion) 

(7,200) 

(27,000) 

Depreciation and amortization 

54,590 

53,709 

Deferred income taxes (non-current portion) 

1,974 

850 

Deferred investment tax credit 

(1,805) 

(1,808) 

Charge in lieu of current U.S. income tax 

10,000 

— 

Charge in lieu of current Canadian income tax 

— 

1,800 

Foreign currency fluctuation reserve 

— 

(1,137) 

Loss on disposition of property 



not included in facilities closing program 

6,850 

— 

Non-current portion of litigation settlement 

— 

4,800 

Working capital provided from operations 

78,190 

33,728 

Proceeds from disposition of property 

12,055 

29,886 

Proceeds from borrowings 

110,776 

151,200 

Total 

201,021 

214,814 

Disposition of funds: 



Expenditures for property 

94,633 

65,880 

Current maturities and repayment of 



long-term debt 

81,704 

111,755 

Transfer of non-current facilities closing 



reserves to current liabilities 

21,200 

6,000 

Other 

4,048 

1,333 

Total 

201*585 

184,968 

Increase (decrease] in working capital 

(564) 

29,846 

Working capital—Beginning of year 

243,869 

214,023 

Working capital—End of year 

$243,305 

$243,869 

Increase (decrease) in components of working capital: 



Cash and short-term investments 

$(44,767) 

$ 12,282 

Accounts receivable 

14,607 

6,341 

Refundable income taxes 

(7,800) 

7,800 

Inventories 

48,810 

(54,068) 

Properties held for development and sale 

14,596 

— 

Prepaid expenses 

(1,563) 

(3,267) 

Net change in current assets 

23,883 

(30,912) 

Accounts payable and current portion of 



long-term debt 

17491 

9,453 

United States and foreign income taxes 

(24) 

(2,662) 

Accrued expenses 

15,980 

4,951 

Current portion of reserve for facilities 



closing program 

(9400) 

(72,500) 

Net change in current liabilities 

24,447 

(60,758) 

Increase (decrease) in working capital 

$ (564) 

$ 29,846 


See Financial Review and Summary of Significant Accounting Policies on pages 14 through 20. 
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Management’s Comments on The Summary of Operations 


Management’s Comments 
The following are Management’s com¬ 
ments on significant changes during 
the last ten years. These comments 
should be read in conjunction with 
the Ten Year Summary of Operations 
on page 26, the discussion of fiscal 
1976 operating results on page 15, and 
the discussion of the facilities closing 
program on page 16. 

Fiscal 1976 Compared to Fiscal 1975 
Sales for the 52 weeks of fiscal 1976 
were $7,236 billion compared with 
$6,538 billion in the 53 weeks of fiscal 
1975. This 11% increase in sales was 
moderated by the effect of the 53rd 
week in fiscal 1975. Average weekly 
sales for fiscal 1976 were 13% above 
the prior year although much of this 
increase occurred in the first and sec¬ 
ond quarters of the fiscal year. 

Cross margin as a percent of sales 
was 20.2% in fiscal 1976 as compared 
with 19.5% in fiscal 1975. This in¬ 
crease was due, in part, to merchan¬ 
dising programs begun in fiscal 1975 
and improvements in the product mix. 

Store operating, general and ad¬ 
ministrative expenses decreased from 


20.1% of sales in fiscal 1975 to 19.8% 
in fiscal 1976 due to the dramatic rate 
of sales increases experienced in the 
early part of the fiscal year. The Com¬ 
pany’s expense rate, however, was 
affected adversely by the disparity in 
rates of inflation in revenues and in 
costs. The Consumer Price Index for 
food at home rose an average of ap¬ 
proximately 2% during fiscal 1976 
while costs were subject to a much 
higher rate of inflation. Interest ex¬ 
pense increased due to the higher 
level of borrowing in fiscal 1976. 

Fiscal 1976 net income of $23.8 
million is after an extraordinary 
credit of $10 million representing the 
tax benefit of the Company’s net op¬ 
erating loss carryforward. 

Fiscal 1975 Compared to Fiscal 1974 
Fiscal 1975 sales were 4.9% below the 
sales of $6,875 billion in fiscal 1974 
due to the closing of approximately 
1,360 stores under the facilities clos¬ 
ing program. Gross margin as a per¬ 
cent of sales was .3% lower than fiscal 
1974 reflecting the Company’s in¬ 
creased price competitiveness. Store 
operating, general and administrative 


expenses increased from 19.3% of 
sales in fiscal 1974 to 20.1% in fiscal 
1975 due to the cost of the store re¬ 
furbishing program, the settlement of 
litigation, increased advertising and 
the general inflationary increases in 
costs. 

Net income for fiscal 1975 is pri¬ 
marily attributable to the $35 million 
net reversal of the facilities closing 
reserve and the $6.6 million credit 
provision for income taxes. 

Significant Changes Prior to 
Fiscal 1975 

The pre tax loss for fiscal 1974 of 
$168.3 million includes a $200 million 
provision for the costs of a facilities 
closing program to close marginal and 
unprofitable stores along with some 
support facilities. Operating results 
for fiscal 1972 reflects the reduced 
margin and other costs of a program 
to reverse a declining trend in market 
share which resulted in a net loss of 
$51.3 million. 

Fiscal 1971 net income was af¬ 
fected adversely by the U.S. Govern¬ 
ment imposed price freeze and eco¬ 
nomic controls. 
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(Dollars in thousands, except per share figures} 


For the fiscal year 

1976 

1975(c) 

1974 

Summary of operations 




Sales 

$7,235,854 

6,537,897 

6,874,611 

Cost of merchandise sold 

$5,770,698 

5,260,844 

5,514,580 

Gross margin 

$1,465,156 

1,277,053 

1,360,031 

Store operating, general and administrative expense 

$1,435,136 

1,311,692 

1,326,601 

Income (loss) from operations 

$ 30,020 

(34,639) 

33,430 

Adjustment of (provision for) cost of closing facilities 

$ (500) 

35,000 

(200,000) 

Interest: 




Income—primarily on temporary cash investments 

$ 2,473 

1,987 

2,083 

Expense 

$ (7,767) 

(6,434) 

(3,78- 

Income (loss) before income taxes and extraordinary credit 

$ 24,226 

(4,086) 

(168,271) 

Income taxes—provision (credit): 




United States income taxes: 




Current 

$ 10,000 

(7,600) 

4,258 

Deferred—net 

$ 

7,400 

(19,105’ 

State income taxes 

$ 100 

(25) 

1,100 

Foreign income taxes: 




Current 

$ 176 

1,983 

736 

Deferred 

$ 1,974 

250 

(1,115' 

Investment credit: 




Deferred 

$ 

(6,800) 

4,850 

Amortized 

$ (1,805) 

(1,808) 

(1,924 

Total income taxes 

$ 10,445 

(6,600) 

(11,200 

Income (loss) before extraordinary credit 

$ 13,781 

2,514 

(157,071 

Extraordinary credit 

$ 10,000 

1,800 

— 

Net income (loss) 

$ 23,781 

4,314 

(157,071' 

Percent of sales 

33 

.07 

(2.2, 

Depreciation and amortization 

$ 54,590 

53,709 

51,620 

Retirement plans 

$ 45,033 

50,092 

37,574 

Number of employees 

90,000 

92,900 

105,000 

Number of stores 

1,978 

2,074 

3,468 

Total store-area (square feet) 

38,4784100 

39,202,000 

55,763,000 

Balance Sheet Data 




Total assets 

$1,044,897 

989,277 

1,020,708 

Working capital 

$ 243,305 

243,869 

214.02U 

Current ratio 

1.57 

1.61 

1.47 

Additions to property 

$ 94,633 

65,880 

80,363 

Property—net 

$ 368,262 

339,174 

340,889 

Long-term debt 

$ 107,592 

78,520 

39,07o 

Stockholders’ equity 

$ 471,512 

447,614 

443,277 

Common Stock Data 




Income (loss) per share before extraordinary credit (a) 

$ .56 

.10 

(6.31 

Extraordinary credit per share (a) 

$ .40 

.07 

- 

Net income (loss) per share (a) 

$ .96 

.17 

(6.31 

Cash dividends per share 

— 

— 

.4, 

Stockholders’ equity per share (b) 

$ 18.94 

17.99 

17 o. 

Shares outstanding (a) 

24,885,630 

24,878,012 

24,876,6* 

Number of stockholders 

40,200 

40,900 

42,10C 


(a) Based on the weighted average (b) Based on the number of 

number of common shares common shares outstanding 

outstanding each year. at each year-end. 
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1973 

1972 

1971 

1970 

1969(c) 

1968 

1967 

6,747,689 

6,368,876 

5,508,508 

5,664,025 

5,753,692 

5,436,325 

5,458,824 

5,513,573 

5,267,409 

4,416,905 

4,523,288 

4,622,312 

4,383,201 

4,412,396 

1,234,116 

1,101,467 

1,091,603 

1,140,737 

1,131,380 

1,053,124 

1,046,428 

1,213,212 

1,207,478 

1,071,674 

1,049,412 

1,026,525 

964,688 

946,795 

20,904 

(106,011) 

19,929 

91,325 

104,855 

88,436 

99,633 

1,662 

1,286 

2,124 

3,635 

3,113 

1,932 

2,064 

(3,439) 

(2,252) 

(501) 

(601) 

(222) 

(121) 

- 

19,127 

(106,977) 

21,552 

94,359 

107,746 

90,247 

101,697 


3,168 

(51,484) 

2,891 

33,883 

41,750 

32,824 

34,439 

2,687 

656 

4,619 

6,916 

6,065 

5,174 

4,569 

600 

(1.700) 

433 

2,730 

2.544 

(d) 

(d) 

571 

_ 

64 

4,192 

4,536 

5,507 

5,643 

(821) 

(1,628) 

(656) 

(2,000) 

- 



2,502 

580 

1,855 

641 

1,666 

3,381 

2,837 

(1,807) 

(2,124) 

(2,273) 

(2,132) 

(2.117) 

(1,886) 

(1,688) 

6,900 

(55,700) 

6,933 

44,230 

54,444 

45,000 

45.800 

12,227 

(51,277) 

14,619 

50,129 

53,302 

45,247 

55,897 

12,227 

(51.277) 

14,619 

50,129 

53,302 

45,247 

55,897 

.18 

(.81) 

27 

.89 

.93 

.83 

1.02 

49,570 

48,870 

48,536 

50,079 

50,465 

50,648 

49,856 

27,770 

21,313 

18,091 

9,659 

9,410 

12,573 

20,812 

113,800 

123,600 

113,600 

125,000 

130,100 

131,500 

134,900 

3,680 

3,940 

4,264 

4,427 

4,575 

4,713 

4,724 

,354,000 

57,590,000 

58,628,000 

58,685,000 

58,922,000 

59,541,000 

58,650,000 


1,018,599 

1,020,819 

972,934 

978,870 

957,073 

911,796 

884,001 

294.555 

329,437 

324,683 

346,510 

335,836 

317,331 

310,308 

1.82 

2.01 

2.21 

2.35 

2.29 

2.32 

2.34 

55,035 

48,458 

61,987 

60,062 

63,259 

61,415 

63,357 

360,253 

358,096 

374,137 

353,652 

344,760 

336,607 

326,471 

2,274 

55,000 

— 

— 

— 

— 

— 

611,532 

599,301 

665,503 

680,112 

662,321 

640,492 

627,366 


.49 

(2.06) 

.59 

2.02 

2.15 

1.82 

2.25 

.49 

(2.06) 

.59 

2.02 

2.15 

1.82 

2.25 

— 

.60 

1.175 

1.30 

1.30 

1.30 

1.60 

24.58 

24.09 

26.75 

27.34 

26.63 

25.80 

25.28 

24,875,259 

24,875,224 

24,875,224 

24,875,010 

24,854,654 

24,822,021 

24.817,308 

43,500 

45,000 

53,400 

47,900 

52,700 

53,400 

52,300 


(c) 53 weeks; all other years 
contained 52 weeks. 


(d) Included under store operating, general 
and administrative expenses. 
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